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IBRD Loan to Chile 


The World Bank on November 1 made a loan of $15 
million for electric power development in Chile. The 
loan will help to finance three projects which will 
increase the supplies of power to Concepcion, a growing 
industrial center, and to the Santiago-Valparaiso area, 


which contains the greatest concentration of Chilean 
industrial. commercial, and agricultural activity 

Grace National Bank of New York is participating in 
the loan. without the World Bank’s guarantee. to the 
extent of $298,000, representing the first maturity which 
falls due October 15. 1960. 

The loan was made to the Corporacion de Fomento de 
la Produccién (Fomento) and Empresa Nacional de 


Electricidad. S.A. (Endesa 


is a government agency responsible for promoting ¢ 


as coborrowers Fomento 


nomic development in Chile. and Endesa is a joint sto 
company. owned almost entirely by Fomento. The 
ects for which the loan was made are part 

ut by Er 


Together with facilities to be 


sion program to be carried « 


panies, the program should me 
for powe! through 1965 

The total cost of the projects planned 
the equivalent of US$54.5 million 
finance $15 million of the foreign exc] 


: : 
2 milhior 


has arranged to finance the remaining 
foreign exchange from other sources. It will meet the 
local currency costs from its own resources and from 
other Chilean sources. 

This is the Bank’s second loan to Fomento and Endesa 
for electric power development. The first one. for $13.5 
million, was made in 1918 and helped to finance the now 
existing hydroelectric plants at Cipreses and Molles, the 


expansion of the Pilmaiquen plant. the construction of 


Europe 
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million during October: at the end o h. they 
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transmission lines. including the one between Santiago 


and Concepcion, and distribution facilities. 


The new loan is for a term of 20 years and bears 
interest of 5 per cent including the 1 per cent commission 
charged by the Bank. Amortization will begin October 15, 


1960. The loan is guaranteed by the Republic of Chile. 


The Bank has now lent a total of $51.8 million in 


Chile: $28.5 million for power. $20 million for the pulp 


) 


and paper plants. $2.5 million for agriculture, and 


SB00.000 for the 


exploration of underground water 
t 


resources, 
After years of chronic and accelerated inflation 
the Chilean 


Government has embarked on a program to restore 


prices increased by 85 per cent in 1955 


Limitations on wage ad 


mic and financial stability 
istments. restrictions on bank credit. a sweeping ex- 


» reform. and 


new tax legislation are the principal 
steps taken to date. Record copper prices and production 
n 1955-56 provided foreign exchange to liquidate most 
f ommercial arrears as well as to finance current 
ple exchange rates were eliminated and 
rate was established for all trade and 


avyvments 


ne result of the prog the rate of inflation is 


heing checked Although prices are still rising 32 per 


cent in the first nine months of 1956—the increase is due 
n part 
to the pr 


o imports at the new exchange rate and in part 
eressive elimination of artificial price controls 
ind subsidies for a number of basic commodities. The 
vear 1956 is a transitional period and. while some difh 
cult steps must still be taken before stabilization can be 


issured, real progress has evidently been achieved 
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had a deficit of £13 million in EPU in October. Three 
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U.K. Monetary Developments 


The October statement of the London clearing banks 
£54 million. to £1.346 mil- 
lion—in the banks’ holding of treasury bills. The rise in 


shows a further sharp rise 
September was more than £75 million, and the increase 
from October 1955 to October 1956 is as much as £233 
million—and from 17.4 per cent to 21.1 per cent of 
deposits. 

The Times points out that both the highly liquid posi- 
tion of the banks and the size of the outstanding tender 
treasury bill issue, which has advanced in the last 12 
months from £3.440 million to £3.620 million, are factors 
that would be consistent with a genuine funding operation 
by the Government. It is true that revenue will be accruing 
to the Exchequer at an increasing rate in the first quartet 
of 1957, but the Government has accepted greater finan- 
cial commitments of which the latest is for British Rail- 


ways (see note below). 


If a funding is to be attempted. the calendar of im 
pending maturities suggests that it might take place 
within the next few months. In June 1957, £300 million 
3 per cent Exchequer Stock and a £100 million 2%4 per 
cent Funding loan fall due for redemption: in November 
1957, £500 million 244 per cent Serial Funding Stock: 
and in the following June, £675 million 4 per cent 
Conversion Stock. This is taking a long view of the 
timing of a funding issue, but the gap in time between 
the conversion of the 2!» per cent National War Bonds 
in July this year and the maturities next June is note- 
worthy. Any funding within this period would presum- 
ably not precede the June date too closely. 


Over the month to October 17. the banks increased 
their investment portfolios by more than £20 million 
The whole of the 
increase in advances represents advances to the private 
sector of the economy 


and their advances by £2.8 million. 


The overdrafts of the national- 
ized industries increased by some £200,000 in spite of 
the advance of £18.2 million on October 17 from the 
Exchequer to these undertakings. 


Source: The Times, London, England, October 29, 1956. 


Economies in U.K. Government Expenditure 


The U.K. Chancellor of the Exchequer has announced 
further economies, amounting to £17.25 million, in gov- 
ernment expenditure, bringing the total so far announced 
to £93.25 million, thus approaching the £100 million 
promised in the budget speech (see this News Survey, 


Vol. VI, p- 335). 


£9 million on the defense program and £8.25 million on 
pros 


The new savings are made up of 


the civil estimates. 

Of the total economies so far announced, £12.5 million, 
representing the reduction in the milk and bread sub- 
sidies, had already been accounted for in the budget 


estimates. It is not clear what proportion of the expendi- 


INTERNATIONAL FINANCIAL News Survey, November 9. 1956 


ture cuts will result from a running down of stocks or 
from once-for-all items. Apparently the running down 
of stocks on current consumption represents not more 
than 3 per cent of total savings, but this figure presum- 
ably excludes the sale of certain defense stocks which are 
not intended to be built up again. 


Additional supplementary estimates of £15 million 
were presented in July, and it is still not possible to 
estimate fully how much additional spending will be 
caused by the Suez crisis. 


Source: The Times, London. England. October 26, 1956. 


Loan fo British Transport Commission 


The U.K. Government announced on October 25 its 
proposal to extend to the British Transport Commission 
loans of the order of £250 million. to cover the annual 
deficits in the operation of British Railways, which are 
expected to continue until 196] or 1962. By the end of 
this year, the Commission’s deficit is expected to be at 
an annual rate of about £40 million, and by 1961 or 
1962 it may have disappeared. In addition, the Commis- 
sion will receive further advances to cover interest 
charges, estimated at about £6 million per annum for the 
end of 1956, £20 million per annum by 1961, and £10 
million by 1970. 


Just as the refinancing of the nationalized boards 
through the Exchequer instead of the banks has led to 
the expectation of additional short-term borrowing by 
the Government and thus, in part, to the issue of £250 
million treasury stock at the end of April, this further 
burden, though on a much smaller annual scale, will 
again stress the need for continuing the process of debt 
funding. 


Source: T he Times, London. England. October 26. 1956. 


Economic Developments in Sweden 


The Swedish Business Cycle Institute. in its fall report, 
states that the inflationary pressures in Sweden, partic- 
ularly those on the labor market, have receded somewhat 
this year, although there is still some overdemand for 
labor, indicated by rising wages, and also pressures on 
the balance of payments. A further reduction in demand 
for labor would result in risks of unemployment greater 
The deficit on 
goods and services seems to be the result of both the 


than at any other time since the war. 


high level of domestic demand and structural changes 
that increase Sweden’s propensity to import. Personal 


1955. 


Whether business will be able to finance its fixed invest- 


savings have been somewhat smaller than in 
ment is of particular importance for the future. It seems 
likely that there may be some difficulties in maintaining 


the present level of investment. 


Preliminary figures indicate that both consumption 


and investment have increased in 1956. Industrial invest- 
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ment, which rose by about ] per cent in 1955, may have 
risen somewhat more this year. The financing of the 
increase in the face of a restrictive credit policy and 
higher taxes has been made possible by a halt in the rise 


in inventory accumulation. Investment in housing has 


increased, and total private investment is estimated to be 


about 3 per cent above that in 1955, with public invest 
\ rise 


3 per cent in private consumption is estimated. 


ment having risen by about 2 per cent. 


Employment has increased slightly, primarily in export 
industries. The “wage slide’—the increase in earnings 
outside that agreed upon in wage agreements—is esti- 
mated to have been 50 per cent greater than in 1955; and 
industrial wages probably will rise as much or more 
than in 1955. Disposable income has increased by about 
6-7 ner cent and consumption by about 8 per cent in 
current prices. Thus savings have fallen somewhat. 

The deficit on goods and services account and move 
ments in long-term capital have yielded an outflow 
SKr 375 million. while the decline in reserves was only 
SKr 50 million in the first eight months of 1956. Thus 
there seems to have been an inflow of about SKr 325 
million in short-term capital, which may have been in- 
duced by the restrictive Swedish credit policy. In 1955 


there was a similar substantial inflow of capital. 


Source: Svenska Daghladet, Stockholm. Sweden. Octo 
ber 24, 1956. 


Swedish Lottery Bond Proposal 


The Swedish Minister of Finance has submitted to 
Parliament a proposal for a new short-term lottery bond 
issue, to replace the large payments that the Government 
has to make in the fall of each year as reimbursement to 
those taxpayers who have overpaid their taxes on account 
of the pay-as-you-earn tax scheme. It is estimated that 
in the fall of 1956 such reimbursement will amount to 
about SKr 600 millicn. The Minister of Finance proposes 
that lottery bonds be issued. each with a face value of 
SKr 100; and that each taxpayer be allowed to use 
toward the purchase of these bonds the amount that he 
should be repaid. The bonds would not yield any interest 
but prizes up to SKr 300,000 would be awarded. If it 
is decided to issue a total of SKr 200 million in bonds. 
the prizes would amount to SKr 5.5 million 


issued should total SKi 


if the bonds 
300 million, prizes would be 


increased to SKr 8.5 million. Repayment of the bonds 
including prizes, would begin May 10, 1957. In_ the 
spring of each year, the government budget shows a 
seasonal surplus as those taxpayers whose tax payments 
in the preceding year have been insufficient settle their 
final tax liabilities. The effect of the lottery scheme 
would be to lessen the need for other government borrow 
ing in the fall of 1956, and thus reduce the 


seasonal 


repayments on government debt that would be required 


ent naa » | rrow ali it SK 
nts yf about SKy fy tt) 
of 1956. 
Svenska Dag 


ber 28. 1956 


Finnish Bank Deposits 
Finland declined 


nt) during the first nine 
he same period last year 
But while ordinary 

. index-tied dep sits have increased 


iderably a he end of September they 


t 
I mk 


totaled 


have 


requirements f ready 


At the same time, f of 


nflation has made 
ople cautious with regard to yosits. The reduction 
deposits has caused the institutions to restrict 
«. which in turn has reduced de posits further 


d. Monthly Bulletin. Helsinki. 


1956. 


Finnish Price Freeze 


A freeze on all Finnish prices was introduced on Octo- 
introduced in 195] 


freezes pri } level 


ber oU \ similar freeze was Since 


the new decision of Septem- 


ber 99. 1956 


1 } 
. price increases ‘ t have been invali- 


dated unless the Government gives its approval. 


Source: Svenska Dagbladet, Stockholm. Sweden, Octo- 


ber 30. 1956. 


West Germany's Imported Inflation 


In an article published recently in the Neue Ziircher 
Zeitung. Professor W 
} 


Ropke deals with the problem of 
valance of payments surpluses and with what he calls 


inflation. He 


of payments surpluses—such 


low press ire’ and “high-pressure - points 


out that continuou alance 
n West Germany 


is now pre va tend to cause exX- 


pansion in the volume of money in the country con- 


cerned and m thus become at independent source of 


nflation: there is mn the other hand. the relatively 
deflationary eflect of balance of payments deficits in 


other countries. Since the surpl ises are the consequence 


nflation in other countries. inflation is 


intries with lower inflationary pressure 


if I ene 


nflationary pressure. This im 


f inflation, Professor Ropke points out, takes place 
vecause of two conditions. One is that the exchange rates 


between these countries are not adjusted to the alteration 


e of monetary pressure and in purchasing 
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power relationships, but they remain unchanged. Today 
it is believed that a wide cleavage between the national 
monetary policies of individual countries can be recon- 
ciled with unaltered exchange rates—a fiction which 
became possible only because in the international pay- 
ments system which has been constructed one essential 
element is lacking: the free and genuine convertibility of 
currencies. Had it not been for this important flaw, the 
present strains could not have developed. The other 
preliminary condition for “imported inflation” is that it 
is not counteracted by a restrictive credit policy within 
the country with a surplus. If it is argued that the whole 
theory of imported inflation is not convincing because in 
Germany the balance of payments surpluses have not 
regularly entailed an expansion in the volume of money 
and a rise in prices, the reply can be given that this 


simply shows how successfully the 


policy of internal 
credit restriction has counteracted the external expansion. 
But the dilemma of imported inflation is due to the very 
fact that such a successful internal anti-inflationary policy 
continuously reproduces, or even exaggerates, the pattern 
which has given rise to the balance of payments surplus 
the low pressure of inflation in relation to foreign coun- 
tries. If in both the surplus and the deficit countries 
matters were allowed to take their own course, that is to 
say. if neither the inflationary effect of the surplus nor 
the deflationary effect of the deficit were counteracted by 
restrictive measures in the one case and a further expan- 
sion in the other, the tension would ultimately ease of its 
own accord, But this easing would have to be paid for 
by the surplus country with inflation—of the imported 
type. 

Phe deficit countries are reproaching the surplus coun- 
tries for resisting this development and thereby allowing 
the inflow of gold and foreign exchange to continue. 
Instead of blaming themselves for their undisciplined 
monetary policy. they accuse the surplus countries of 
violating the rules of good behavior by curbing credit in 
spite of their balance of payments surpluses. How 
tendentious this attitude is can be gauged from the fact 
that none of these critics of the surplus countries would 
deny a country the right to defend itself against imported 
deflation. 


The writer stresses the need for a clear understanding 
of the monetary origin of the balance of payments sur- 
pluses which bring inflation into a country. Present-day 
conditions provide striking confirmation of the fact that, 
whenever there is a considerable discrepancy between 
the countries with strong and those with weak inflationary 
tendencies. the latter will have a balance of payments 
surplus and a hard currency, while the countries with 
the strong inflationary pressure will have a balance of 
payments deficit and a soft currency. This is the reason 
why after the war, despite the considerable inflation in 


the United States, there was a dollar shortage. namely. 


because the inflation in the European countries was far 
stronger than that in the United States; the group of hard 
currency countries (Germany, Switzerland, and Belgium) 
today are simply in the same position vis-a-vis the rest 
of the world. It should be fully realized that the undesir- 


able phenomenon, a balance of payments surplus, is 


merely the counterpart of the opposite misfortune, a 
balance of payments deficit. The world is more familiar 
with the latter state: it has learned that a deficit is not 
an act of God. that it is not directly connected with the 
laziness or poverty of the population of the country con- 
cerned, but that it is the result of all the forces which 
under a given exchange rate push up demand on the 
foreign exchange market to a point where it exceeds 
supply. And it is generally agreed that among these 
forces a relative inflation is of decisive importance. 
Germany's currency is “hard” not because Germany is 
especially industrious, efficient. or wealthy, but merely 
because it has allowed itself a substantially smaller dose 
of inflation than is customary. 

It follows from these considerations that, since the 
monetary relationship, under conditions of unaltered 
exchange rates, is the root of the trouble. measures which 
do not go to the root. even if they are not ineffective. 
cannot be expected to provide a true solution. This 
applies above all to the dismantling of import restrictions 
in the surplus countries: for so long as the strain is not 
tackled at its root. the German measures in the field of 
imports are as unlikely to do away with the balance of 
payments surpluses as would a cut in U.S. import tariffs 
by itself suffice to solve the problem of the dollar short- 
age. But the fact that the dismantling of import restric- 
tions can contribute less than is often assumed to the 
restoration of international equilibrium should be re- 
garded not as a pretext for ceasing to make any effort 
in this direction but instead as a reason for carrying 
this drive as far as is possible from the social and politi- 
cal point of view. 

In this connection it will also be necessary to dampen 
the hopes of those who expect too much from German 
Although these are likely to have 


some effect, it is difficult to see how such a rise in imports 


imports of armaments. 


by itself can remedy the situation, for either these imports 
will be financed in such a way that no inflationary effect 
is produced thereby—in which case the purchasing power 
skimmed off by means of taxation or loans, in order to 
finance rearmament, will not be available for correspond 
ing imports of nonmilitary goods or for the purchase of 
home-produced goods, which will thus become free for 
export, so that there will be no change in the mechanism 
of the balance of payments surplus—or else rearmament 
will be accompanied by a certain additional inflation, in 
which case the strain will be lessened not by the import 
of armaments but by inflation itself. But this solution is 


one which can be drawn upon at any time without the 
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need for rearmament; there are, however, very strong 
reasons for resisting the temptation to fall back upon it. 
On the other hand, it is quite evident that capital exports 
provide a powerful means of counteracting the surpluses 
and their inflationary effect. For Germany, however, this 
solution would be utterly nonsensical; Germany is a 
country with a relative shortage of capital and a corre 
spondingly high interest rate level, and it is quite natural 
that such a country should have an inflow and not an 
outflow of capital. But if, under the present conditions 
of continuous balance of payments surpluses, Germany 
gave free rein to this natural tendency, the situation 
would only be further aggravated—the balance of pay- 
ments surplus would become still larger and the ensuing 
pressure of inflation still stronger, and in order to coun- 
teract it. the import of capital would, quite absurdly, 
have to be matched by an intensification of internal 
credit restrictions. It is therefore only logical that the 
competent authorities in Germany should be opposed to 
an import of capital which in itself is as natural as it is 
What is left of 
foreign exchange control serves in the main only to 
But the logical 


conclusion forced upon Germany by a greater absurdity 


economically reasonable. Germany s 


combat this “flight of capital in reverse.” 


carries the dilemma of imported inflation to the very 
extreme—the absurdity that a country relatively short of 
capital should, in its successful fight against internal 
inflation, be driven by the discrepancy between rigid 
exchange rates and widely divergent purchasing power 
parities into the paradoxical situation of having to behave 
as if it were a country rich in capital. 

Source: Neue Ziircher Ziirich, 

October 7, 1956. 


Zeitung, Switzerland, 


Changes in Yugoslav Banking System 


Several decrees and decisions of the Federal Executive 
Council relating to changes in the credit organization of 
Yugoslavia became effective during October. The most 
important regulation provided for a change in the alloca- 
tion of short-term credit. Heretofore, enterprises were 
not authorized to own working funds but had to obtain 
them in the form of short-term credits from the National 
Bank. Since the beginning of 1954, the National Bank 
has allocated these credits on the basis of the highest 
interest rate offered by enterprises participating in peri- 
odie credit auctions: various modifications introduced 
later limited in fact the effectiveness of the credit auction 


system. Regulations adopted in July 1955 by the Federal 


Executive Council provided that, henceforth, enterprises 


were authorized to own workine funds corresponding to 


their current operations. Exceptional, seasonal, and 
speculative operations were excluded from the calcula- 
tion of the working funds which enterprises were author 
ized to own; they will be financed by short-term credits. 


As a rule, working funds of enterprises will be created 


from profits; however, the initial working funds will be 
created by transferring certain accounts from the total 
of short-term credits granted by the National Bank as 
of June 30, 1956. 

Other measures tend to decentralize further the Yugo- 
slav banking system. Foreign trade banks started opera- 
tions early this year, and the Investment Bank began 
operations on October 15 (see this News Survey. Vol. IX, 
p. 75). Savings accounts with the Postal Savings Bank 
may be opened at any post office. About 900.000 savings 
accounts are to be transferred from the National Bank to 
the Postal Savings Bank. 


granting credits is now permitted for local banks dealing 


A more independent policy in 


in commercial credit. 


In order to prevent decentralization from hampering 

central credit policy, minimum reserve requirements for 
local and savings banks have been established. At pres- 
ent. required balances with the National Bank equal from 
30 per cent to 100 per cent of their liabilities. The 30 per 
cent reserve requirement applies to sight deposits, and 
the 100 per cent requirement to certain categories of 
amortization funds of enterprises. 
Sluzbeni List, 
October 14, 
Ziircher Zeitung, Ziirich, Switzerland, Octo- 
ber 11, 1956. 


Middle East 


Iraqi Development Program 


Sources: August 1, 1956, and Politika, 


1956, Belgrade. Yugoslavia: Neue 


The principal increases in Iraq’s expanded development 
program (see this Vews Survey, Vol. VIII. p- a4. and 
Vol. IX, p. 37) are ID 65 million for housing and other 
construction, ID 46 million for flood control irrigation 
and drainage, ID 24 million for industry and mining, and 
ID 20 million for roads. The main categories of expendi- 
ture under the new program are as follows: flood control, 
irrigation, and drainage, ID 154 million; housing and 
other construction, ID 103 million; industry, mining, 
and electricity, 1D 67 million; and roads, ID 64 million. 
Source: Department of Commerce, 


Weekly, Washington, D.C., 


Foreign Commerce 
October 22. 1956. 


Iraqi Oil Exports 


The Iraq Government’s share of oil revenues for the 
third quarter of 1956 amounts to ID 21 million (US$58.8 
million), compared with ID 19 million in the correspond- 
ing period last year. Total receipts for the first three 
quarters of 1956 were ID 59 million, and estimates for 
the year as a whole indicate total receipts of ID 79 mil- 
lion. In 1955, total receipts were ID 71 million. The 
[Iraq Petroleum Company has decided to build a 24-inch 
pipeline from Homs to Banias in Syria instead of to 


Tripoli in Lebanon. The completion of this pipeline will 
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permit an increase of 9 million tons a year, i.e., about 


0 


28 per cent. in Iraq's oil exports. 


Source: The /rag Times, Baghdad, Iraq, October 8, 1956. 


Far East 
Indian Industrial Production 


The general index of industrial production in India 
averaged 136.8 (1951=100) during the first half of 
1956, an increase of 9.3 per cent over the corresponding 
period of 1955. Significant increases were recorded for 
cement. coal, automobiles, bicycles and parts, textiles, 
engineering products, including diesel engines, grinding 
wheels, radio receivers and other electrical goods, sewing 
machines, caustic soda, soda ash, glassware. refractors, 
and rayon. Finished steel production increased slightly, 
but there was a decline in the output of hurricane lan 
terns, house-service meters, linoleum, and power and 
industrial alcohol. 

During the first half of 1956, 


under the Industries (Development and Regulation) Act 


80 licenses were granted 


68 for the establishment of new enterprises. 91 for 
effecting a substantial expansion of existing units, and 
21 for the manufacture of new products. 


Source: 


The Times of India, Bombay, India, October 19, 
1956. 


Changes in Taiwan's Exchange System 


In order to encourage investments from foreigners and 
overseas Chinese, the Chinese Government in Taiwan 
has, since October 24, made the diplomatic rate applicable 
to their remittances to Taiwan for that purpose. The 
current diplomatic rate is NT$34.00 per U.S. dollar. 
Prior to this change. foreign investments were treated 
the same as other inward remittances settled at either 
NT$24.68 per U.S. dollar or at a 
fluctuating rate (the current quotation is NT$26.55 per 
dollar). 


The diplomatic rate is a preferential rate given to 


one olf two rates, 1.e.. 


foreign diplomatic or military personnel for the conver- 
sion of inward remittances, and is subject to revision, 
whenever deemed necessary, from month to month. It 
was changed from NT$35 to NT$34 per U.S. dollar, 
effective September 1, 1956. 

Effective October 29, the special rate applic able to 
banana exports to Japan by private traders was elim- 
inated, and the exchange proceeds of such exports are 
to be negotiated at the NT$24.35 rate used for practically 


all private traders’ exports. 


Japanese Exchange Budget 


The Japanese foreign exchange budget for the second 
half of the current fiscal year (October 1956-March 1957) 
allocates $1,915 million for the import of goods and 


$126 million for nontrade payments. The total budget 


of $2,341 million is the largest in postwar years and 
some 31 per cent greater than the budget for the corre- 
sponding period of the previous fiscal year. The appro- 
priations for industrial raw materials especially have 
been stepped up, since industrial production has been 
rising rapidly. 

Source: Bank of Japan, Fortnightly Letter, Tokyo, Japan, 

October 1, 1956. 


Indonesian Import Restrictions 


Effective September 3, Indonesia introduced four new 
categories of imports that will be subject to surcharge. 
These categories are in addition to those established in 
September and October 1955 and upon which surcharges 
of 50 per cent, 100 per cent, 200 per cent, and 400 per 
cent were imposed, depending on the group. The sur- 
charges imposed-on’ the new-eategories are, by category, 
25 per cent, 75 per cent, 150 per cent, and 300 per cent 
of the cost and freight value of the imports. Some goods 
included in the categories established in 1955 will be 
transferred to the new categories. However. certain highly 
essential goods, principally rice and raw cotton, will con- 
tinue to be exempt from the import surcharges. The 
purpose of the new surcharges is to ensure a less uneven 
gradation between rates charged for the different import 
categories. 

At the same time, other effective additions were made 
to the official exchange rate in respect of certain imports, 
for which importers are required to produce BPE (Bukti 
Pendorang Ekspor) certificates. These certificates. which 
are granted by way of bonus to exporters of about 30 
items for amounts denominated in rupiah, and which 
range from 2 per cent to 20 per cent of the f.o.b. export 
proceeds, are purchased by importers from the exporters 
at the market rate. Since August 6, 1956, they have re- 
placed the system of direct export premiums introduced 
in October 1955. It is estimated thai their market value 
will be about 225 per cent of their nominal value. As their 
estimated annual nominal value is about Rp 415 million, 
the effective amount of the premiums received by ex- 
porters from the sale of certificates will be about Rp 933 
million. Importers who buy certificates are entitled to 
receive from a bank without further payment a sum of 
foreign exchange equal to the face value of the certificate 


However, the goods im- 


converted at the official rate. g 


ported under the BPE certificate system will also have to 
bear import surcharges, although these surcharges are 
somewhat lower than those applied to imports not re- 
quiring BPE certificates. The certificates may be utilized 
to import certain luxury and semiluxury goods for which 
no foreign exchange has hitherto been made available, o1 
for making certain specified transfer payments. It is 
estimated that the value of goods that may be imported 
with these certificates will be about 6 or 7 per cent of 


total imports. 
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The percentages used to determine the nominal value of 
BPE certificates in respect of the principal export com- 
modities are as follows: for rubber exports, 5 per cent 
of the f.o.b. export proceeds (except for some low-grade 
qualities for which the percentage is 2): oil-palm prod- 
ucts, 5 per cent; leaf tobacco, 8 per cent; copra, coffee, 
and cut tobacco, 10 per cent; copra oil-cakes, 15 per cent; 
and tea, 16 per cent. The principal exports that will not 
earn any export premiums are crude oil and oil products, 


tin ore, cane sugar, and coal. 


Sources: Department of Commerce, Foreign Commerce 
Weekly, Washington, D. C., August 20 and Sep- 
tember 3, 1956; Indonesian Observer, Djakarta. 

1956: The Financial 

Times, London, England, September 4, 1956. 


United States and Canada 
U.S. Aid for Atomic Power Plants Abroad 


The U.S. Atomic Energy Commission (AEC) and the 
Export-Import Bank of Washington have agreed upon 


Indonesia, September 4, 


joint action to assist the construction of atomic power 
plants abroad. The Bank will consider loans for financing 
such construction on terms similar to those for financing 
power plants of conventional types requiring U.S. equip 
ment and technical services. Countries seeking financial 
and engineering assistance must sign an Agreement for 
Cooperation with the United States as provided in the 
Atomic Energy Act of 1954. Other prerequisites for loans 
are a comprehensive engineering survey of the project: 
a technical report from AEC on the reactor part of the 
project; an arrangement for availability of atomic fuels 
through lease or sale by AEC for the term of a loan: 
evidence of financial and economic soundness of the 
project; evidence of availability of funds to defray the 
local currency costs of the project; and assurances that 
recipient countries will be able to service the dollar debt 
involved. Proceeds of loans may be spent only for U.S. 
equipment, materials, and services. 

The United States has signed Agreements for Coopera- 
tion pertaining to research reactors with 32 nations and 
has begun discussions with 8 others. Agreements per- 
taining to power reactors have been signed with Aus- 
tralia, Belgium, Canada, France, the Netherlands, Switzer- 
land, and the United Kingdom. 


Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D. C., October 29, 1956. 


Sales of U.S. Farm Surpluses 


Agreements involving the sale of $159 million of sur- 
plus commodities have been signed by the United States 
with Italy and Yugoslavia. Italy will purchase with lire 
$60.8 million worth of cotton, corn. tobacco. and vege- 


table oils. A substantial part of the lira receipts by the 


United States will be loaned to Italy on a long-term basis 
for development purposes in the southern part of the 
country. Surpluses valued at $98.3 million will be sold 
to Yugoslavia for dinars. This is the third such agreement 
with that country and brings its total purchases to $222 
million. 

Sources: The Journal of Commerce, New Y ork. N, ¥ 

October 31 and November 5, 1956. 


U.S. Cotton Exports 


U.S. Government officials expect that cotton exports 
may reach 6 million bales in the marketing year ending 
July 31, 1957. If this figure is realized, the exports would 
be almost three times the 2.2 million bales exported 
during the year ended July 31, 1956 and the highest in 
20 years. Competitive pricing in world cotton markets is 
chiefly responsible for the sharp upsurge in U:S” exports: 
In addition, foreign stocks are low and consumption is 
expanding. 

Because of the outlook for greatly increased exports, 
the government surplus will probably be reduced this 
marketing year, the first such reduction since 1950-51. 
The reduction may amount to as much as 1.8 million 
bales, or almost 20 per cent of government investment 
in cotton stocks and loans at the end of August. Other 
factors in the expected reduction of the surplus are 
smaller crop production and domestic consumption higher 
than a year ago. 

Source: The Wall Street Journal, New York, N. Y., No- 


vember 5, 1956. 


Canadian Credit Policy Developments 


Effective November 1, the Bank of Canada bank rate 
was increased from 3.50 per cent, the rate declared on 
October 17 (see this News Survey, Vol. IX, p. 139), to 
3.59 per cent. At the same time, the Bank announced that 
the rate will henceforth be changed weekly so as to main- 
tain a fixed margin of 14 per cent above the latest average 
tender rate for treasury bills. 

In an explanatory press release, the Bank indicated 
once more that the bank rate is not changed arbitrarily 
or in order to bring about other interest rate changes. 
On the contrary, since early 1955, the desire has been 
that the bank rate should be kept in line with other 
interest rates and should move when they do, but usually 
not otherwise. The present technical change is designed 
to clarify this relationship and to avoid misunderstanding 
by drawing the attention of the public to the basic factors 
in the monetary situation, that is, to changes in the 
supply of and the demand for money. Under the new 
and more flexible arrangements, it will of course be 
possible for the bank rate to decline along with the treas- 
ury bill rate without any implication that the central bank 
is expressing the view that a period of “easy money” 


has begun, or that economic conditions have deteriorated. 
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If at any time it appears that the bill rate is not the best 
indicator of market conditions, or that a different margin 
would be more suitable. or that a change in monetary 
conditions should be more strikingly signalized, a change 
in the practice will be made and announced. 

Apart from this latest development, the previous in- 
crease in the bank rate, to 3.50 per cent, was followed by 
further increases in other interest rates. The chartered 
banks have increased their prime commercial rate (for 
the third time since April) by 14 per cent, to 5! per cent, 
and have intensified their scrutiny of loan applications; 
since there is a legal maximum rate of 6 per cent on bank 
interest charges, the banks now have little opportunity 
left to charge differentiated rates to different categories 
of borrowers. Brokers’ loans to clients are now 6! per 
cent, and insurance policy loan rates are in most cases 
5!» per cent. The maximum permitted rate on insured 
mortgages is still 5'» per cent and the mortgage market 
is failing to attract capital as readily as before; in the 
first nine months of 1956, loan commitments under the 
National Housing Act were Can$403 million, a decrease 
of $125 million. or more than one fourth, from the 1955 
level. It is. 


maximum rate on mortgages will be adjusted in the near 


however, regarded as unlikely that the 


future. 


Sources: Central Mortgage and Housing Corporation, 


Press Release. Ottawa. Canada. October 23. 
1956: The Financial Post. Toronto. Canada. 
October 27. 1956: Bank of Canada. Press Re- 


lease. Ottawa. Canada. November 1. 1956 


Latin America 
Road-Building Priorities in Ecuador 


The President of Ecuador has stated that strict priori- 


ties on highway expenditures in Ecuador are essential 
because of the scarcity of financial resources. To support 
the over-all highway program drawn up by the Velasco 
Administration, he favors a 15-20 year foreign loan. 

Source: Department of Commerce, Foreign Commerce 


Weekly, Washington. D. C., October 22, 1956. 


Brazilian Tariff Reform 

At the 11th Session of GATT. Mr. Alkimin, the Brazil- 
ian Minister of Finance. announced that a new customs 
tariff law was under consideration by the National Con- 
gress. In view of the formal obligations that have been 
assumed by Brazil vis-a-vis the Contracting Parties to 
GATT, the full application of the law will depend on 
the approval of GATT. The proposed law is one of 
the anti-inflationary measures which the Brazilian Gov- 
ernment believes to be necessary. The first measures to 
be taken for this purpose are fiscal measures designed 


to ensure a balanced federal budget. In addition to the 


evised customs tariff, they include a consumption tax, 


income tax, and stamp tax 


The immediate adoption of 


the revised tariff is necessary, for the increase in revenue 
which will result will be one of the most important factors 
from which the Government will benefit in its campaign 
against budgetary deficits. In practice, no new customs 
element will be introduced in the composition of the cost 
of Brazil’s import trade. Part of the receipts which, under 
the present exchange auction system, constitute a burden 
on imports will merely be transferred to fiscal revenue. 
Source: European Office of the United Nations, Press 
Release, GATT/310, Geneva, Switzerland, Octo- 
ber 16, 1956. 


Establishment of National Board of Grains in Argentina 


An Executive Decree of the Provisional Government 


of Argentina has established a National Board of Grains. 


The new institution will carry through the announced 


government policy of giving more freedom in the market- 
ing of cereals and other agricultural products, keeping 
at the same time government support by fixing minimum 
prices and through the handling of the grain trade during 
a transitional stage. 

The National Board of Grains is vested with authority 
to fix minimum prices for agricultural grains and to 
intervene in the market to make these prices effective. 
The institution will be autonomous, and its board will 
be composed of representatives appointed by the Govern- 
ment and those proposed by producers’ organizations. 

La Nacion, Buenos Aires, Argentina. October 25, 


1956. 


Source: 


Cattle Stocks and Slaughtering in Argentina 


The emergency livestock census taken on June 30 
shows that the number of cattle in Argentina exceeded 
19 million. an all-time record. The number of cattle 
slaughtered last year is put at some 11,300,000, and it is 
expected that this figure will be exceeded in the current 
year. so that the 1956 total may reach 11,700,000, 54 
per cent above the 1935-39 average. 

Source: The Review of the River Plate, Buenos Aires. 


Argentina, October 9, 1956. 
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